Participating and
Making Loans 1n the
Perkins LLoan Program

CHAPTER ’)

The Federal Perkins Loan Program includes Federal Perkins Loans, National Direct Student
Loans (NDSLs), and National Defense Student Loans (Defense Loans). Perkins Loans are low-
interest, long-term loans made through school financial aid offices to help needy undergraduate

and graduate students pay for postsecondary education. For complete Perkins Loan disburse-

ment rules, see Volume 3.

THE FEDERAL PERKINS LOAN PROGRAM

The Federal Perkins Loan (Perkins) Program includes Federal Per-
kins Loans, National Direct Student Loans (NDSLs), and National De-
fense Student Loans (Defense Loans). No new Defense Loans were made
after July 1, 1972, but a few are still in repayment. Federal Perkins Loans
and NDSLs are low-interest, long-term loans made through school finan-
cial aid offices to help needy undergraduate and graduate students pay for
postsecondary education.

Before a student may be given a Federal Perkins Loan, your school’s
business/bursar’s office and Financial Aid Office must coordinate to
ensure that the student in question is eligible by both the general student
eligibility and Federal Perkins Loan eligibility regulations, has financial
need, has attended entrance counseling and has signed a Perkins Master
Promissory Note (MPN). (See Volume 3 for information about selecting
students for Perkins Loans.)

Perkins federal share

The amount of new Federal Perkins Loan Program funds provided to
a school for an award year by the federal government is called the Federal
Capital Contribution (FCC). The FCC funds to be used for the Federal
Perkins Loan Program must be deposited into the school’s Perkins re-
volving fund. The FCC deposited into the school’s Perkins revolving fund
must not exceed 75% of the combined FCC and required non-federal
share.

Unlike the FWS and FSEOG programs, the Department is not able to
authorize a federal share of 100% for the FCC deposited into the school’s
Perkins revolving fund. It should also be noted that when a school trans-
fers new FCC to either the FWS or FSEOG programs, the FCC is not de-
posited into its Perkins revolving fund.

FSA HB June 2012

The Federal Perkins Loan

Program
34 CFR Part 674

PPA
34 CFR674.8

[d
34 CFR 674.8(a)(2)(i) & (ii) & (a)(3)

Student eligibility
34 CFR674.9

Selecting students
34 CFR674.10

Federal capital contribution

34 CFR674.2

Congress has not authorized or appropriated
a Federal Capital Contribution for 2012-2013.
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Perkins non-federal share

In the Federal Perkins Loan Program, every student’s loan will be
comprised of federal dollars and institutional funds (the Institutional
Capital Contribution (ICC).

A school must provide a share of each student’s Federal Perkins loan
from the school’s funds (the ICC). The ICC must equal or exceed:

e one-third (33 1/3%) of the FCC, or
«  one-quarter (25%) of the combined FCC and ICC.

For example, if a school received an FCC of $30,000, it would be
required to provide an ICC of at least $10,000, for a combined amount
of $40,000. The FCC ($30,000) divided by .3333 equals $40,000 minus
$30,000 equals $10,000. The Department is not able to grant a waiver of
the ICC.

The ICC must be comprised exclusively of institutional funds, and
you must deposit the ICC prior to or at the same time as you deposit the
FCC. The ICC must be deposited every year regardless of any overmatch
a school may have made during the previous award year. The school
makes its contribution through a short-term loan to the fund and reports
that loan on its FISAP.

When you transfer new FCC to either the FWS or FSEOG programs,
the FCC is not deposited into your Perkins revolving fund, and you do
not have to provide an ICC share. Instead, you must provide a non-
federal share for those FCC funds at the level required by the program to
which it was transferred and spent in by your school.

Level of expenditure (LOE)

The level of expenditure (LOE) is the maximum dollar amount that
ED allows a school to expend from the school’s Federal Perkins loan fund
in a given award year. The LOE includes all authorized expenditures for
the program, such as all loans to students, administrative cost allowance,
and collection costs. The LOE equals the total of FCC, ICC, funds avail-
able from the school’s projected collection of Federal Perkins Loans in
repayment, estimated Federal Perkins Loan cancellation reimbursements,
and anticipated cash on hand (FCC + ICC + collections + cancellation
reimbursements + cash on hand = LOE).

To request an increase in their LOE, schools make the request
through the School Participation Team (SPT) serving their state. Schools
should request FCC only when its cash on hand has been depleted. The
telephone numbers for the school participation teams and divisions are
found at the end of this volume.
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Excess cash

The legislative requirement included in Section 466 of the Higher Ed-
ucation Act of 1965, as amended (HEA) requires the return of excess Fed-
eral Perkins Loan funds when available resources exceed a school’s needs
in the foreseeable future. A school has excess liquid capital in its Federal
Perkins Loan fund if the funds available (cash on hand, plus projected
collections, plus Federal Capital Contribution [FCC] and Institutional
Capital Contribution [ICC], and cancellation repayments) for the current
award year significantly exceed the award year’s total expenditures from
the fund. Regardless of whether a school has received FCC or not, if a
school has more cash then it plans to spend, the school should disburse
any excess cash during the award year or return it to the Department.

Federal Perkins cash on hand recorded on the school’s general ledger
annually as of June 30 and October 31 must be reported on the Fiscal
Operations Report. Note that the overall cash on hand reported must
include payments to the fund by the school for any loans the school has
purchased.

MAKING A PERKINS LOAN

A Perkins Loan (or NDSL) is made when the borrower has signed the
Perkins Master Promissory Note (MPN) and the school makes the first
disbursement of loan funds under that promissory note for that award
year. The student is required to sign the MPN only once. Additional
Perkins Loans may be disbursed to a student for up to 10 years after the
date the MPN is signed. Although the borrower is only required to sign
the MPN once, a school may choose to require a borrower to sign a new
MPN for each award year. A student may also make a written request to
sign a separate MPN for each award year.

After a student files a FAFSA and the Department determines an of-
ficial Expected Family Contribution (EFC) for the student, the school
must award financial aid based on the student’s loan eligibility and the
maximum amounts for each FSA program. For a complete explanation
of awarding Perkins funds, see Volume 3, Chapter 7: Awarding Campus-
Based Aid. As with the other Campus-Based programs, funds from the
Perkins Loan Program must be “packaged” with other expected financial
assistance to ensure that the student’s total aid does not exceed his or her
cost of attendance. The packaging process is discussed in Volume 3.

Perkins Loan limits .
Aggregate maximum loan:

Annual maximum loan:

Undergraduate:
Grade levels 1 & 2
$11,000

Grade levels 3 & 4
$27,500

Undergraduate $5,500

Graduate $8,000

Graduate $60,000
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Perkins LOE required

To make loans, a school must have a
Perkins Loan Level of Expenditure (LOE)
from ED for that award year. The LOE is the
authority from ED for the school to partici-
pate and spend monies from the Perkins
Loan Fund for that award year, including
making new loans to students. The official
FWS allocation letter and the Perkins Loan
LOE is the school’s authority to exercise the
FWS to Perkins Loan transfer option.

- J

Making a loan

The making of a loan occurs when the school
makes the first disbursement of a loan to a
student for an award year.

34 CFR674.2

Loan maximums
34 CFR674.12

Making and disbursing loans
34 CFR674.16

Use of funds
34 CFR674.18

Compliance with equal opportunity credit
requirements
34 CFR674.20

NDSL loans

If a Perkins borrower has an outstanding bal-
ance on a National Defense Student Loan or
National Direct Student Loan when the new
loan is obtained, the new loan is treated un-
der the same terms as the earlier loan.

> Loans made before July 1, 1972, were
National Defense Student Loans.

-> Loans made from July 1, 1972 through
June 30, 1987, were National Direct Student
Loans.

6-83



Volume 6 — Managing Campus-Based Programs, 2012-2013

FTC “Red Flags Rule” on Identity Theft and Perkins Loans
E-Announcement June 14, 2010

The Federal Trade Commission (FTC), in concert with other federal agencies, has issued
regulations that require financial institutions and creditors to develop and implement a
written identity theft prevention program to detect, prevent, and respond to patterns,
practices, or specific activities that may indicate identity theft and are known as “red flags.”

The “Red Flags Rule” applies to institutions participating in the Federal Perkins Loan
Program and may apply to other credit programs administered by an institution. Although
the “Red Flags Rule”is not issued by the Department of Education, the Department has
issued a series of announcements to make schools in the Perkins Loan Program aware
of the requirement, and ED encourages Perkins schools to review these regulations with
their attorneys to ensure compliance.

The rule became effective on January 1, 2008, with full compliance for all covered
entities originally required by November 1, 2008. The FTC has issued several Enforcement
Policies delaying enforcement of the Rule. The most recent Enforcement Policy delayed
enforcement of the “Red Flags Rule” through December 31, 2010. As of January 1, 2011,
the FTC is enforcing the rule.

The FTC noted in a press release (May 28, 2010) that it has published a compliance
guide for business, and created a template that enables low-risk entities to create an iden-
tity theft program with an easy-to-use online form (www.ftc.gov/bcp/edu/microsites/
redflagsrule/get-started.shtm).

The regulations covering the “Red Flags Rule” were published in the Federal Register
on November 9, 2007, by the FTC. The Federal bank regulatory agencies and the National
Credit Union Administration jointly issued regulations (72 FR 63718).

Further information about the “Red Flags Rule” and the actual text of the regulations is
available on the FTC website at:

http://www.ftc.gov/opa/2007/10/redflag.shtm
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PERKINS PROMISSORY NOTE

The promissory note is the legally binding document that is evidence
of a borrower’s indebtedness to a school. The note includes information
about the loan’s interest rate, repayment terms, and minimum rates of
repayment; deferment, forbearance, and cancellation provisions; credit
bureau reporting; late charges, attorney fees, collections costs, and conse-
quences of default.

You must ensure that each Perkins Loan is supported by a legally
enforceable promissory note. If the school does not have a valid note or
other written evidence that would be upheld in a court of law, the school
has no recourse against a borrower who defaults. Two examples of invalid
notes are notes that have been changed after they were signed and notes
without proper signatures or dates. In such cases, the school would have
to repay to its Perkins Loan Fund any amounts loaned, whether recov-
ered from the borrower or not, as well as any Administrative Cost Allow-
ance (ACA) claimed on those amounts.

If an error is discovered in a promissory note, the school should ob-
tain legal advice about what action it should take. The appropriate school
official and the student should sign by or initial all approved changes in
the note.

When the borrower has fully repaid the Perkins Loan, your school
must either notify the borrower in writing, or mark the original note
“paid in full” and return it to the borrower. Your school must keep a

copy of the note for at least three years after the date the loan was paid
in full.

It is also essential to report to the National Student Loan Data System
when the loan has been repaid.

Single vs. multi-year use of the MPN

The Master Promissory Note (MPN) for the Perkins Loan Program
is a promissory note under which the borrower may receive loans for a
single award year or multiple award years.

Because the MPN can be used to award Federal Perkins Loans on a
multi-year basis, there is no box for loan amount or loan period on the
note. If you choose to use the MPN as a single award year promissory
note, the borrower must sign an MPN for each award year. The borrower
must sign a new Federal Perkins MPN for each subsequent award year.
When used as a multi-year note, the borrower signs the MPN only once,
before the first disbursement of the borrower’s first Federal Perkins Loan.
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MPN Promissory Note
34 CFR674.31

Retention of records
34 CFR674.19(d) & (e)

School must use ED-approved
MPN

A school must use the Federal Perkins MPN
that the Department has approved for all
Perkins loans.

The most recent version of the Perkins MPN
was circulated with Dear Colleague Letter
CB-09-05 (September 28, 2009), with minor
corrections made based on CB-09-06.

On or after December 31, 2009, only the
revised Perkins MPN with the August 31,
2012, expiration date may be distributed..
For more information on the transition to

the new note prior to December 31, 2009,
see CB-09-05, CB-09-06, and CB-09-07.

New Perkins MPN in Process

As this publication was being prepared, a
new Perkins MPN was being reviewed.
Participating schools should watch for an
upcoming Electronic Announcement on

t\hls topic. )

Limits on multi-year use of the
MPN

You can no longer make a loan under an
MPN:
more than 10 years from the date the
borrower signed the MPN or the date
you received the MPN (schools can still
disburse a remaining portion of a loan
after this date);
more than 12 months after the date the
borrower signed the MPN, if you make
no disbursement under that MPN;
after the date you are notified by the
borrower to stop using the MPN.
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Implementing an electronic
Perkins MPN

A school that offers an electronic Perkins
MPN must ensure that the text of their elec-
tronic version is updated to exactly match
the text of the revised Perkins MPN with the
August 31, 2012, expiration date. No chang-
es may be made to the text of the MPN
except as provided in Dear Colleague Letter
CB-09-05 under “Document formats for the
revised Perkins MPN and Addendum.”
Schools using an electronic Perkins MPN
should review the Department’s standards
for electronic signatures as provided in
Dear Partner Letter GEN-01-06 before
implementing an electronic Perkins MPN.
Schools wishing to obtain an electronic
version (HTML) of the revised Perkins MPN
should send a request to: Neil.Sattler@
ed.gov.

DCL CB-09-07

Prior guidance

The Perkins closed-end and open-end prom-
issory notes expired on October 31, 2004.
You must use the MPN for all loans made on
or after November 1, 2004. Implementation
guidance for the Perkins closed-end and
open-end promissory notes was provided in
Volume 5, Chapter 3, of the 2003-2004 FSA
Handbook.

The Department issued instructions in Dear
Colleague Letter CB-06-10 for using the
revised Perkins Master Promissory Note.

Perkins paper MPN mailing

address

Department of Education
P.O. Box 5692
Montgomery, AL 36104
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You may make Perkins Loans under an MPN for up to 10 years from
the date the borrower signed the MPN. However, the first disbursement
must be made within 12 months of the date the borrower signed the
MPN. If no disbursements are made within that 12-month period, the
borrower must sign another MPN before receiving a Perkins Loan. In
addition, no further loans may be made under an MPN after the school
receives written notice from the borrower requesting that the MPN no
longer be used as the basis for additional loans.

Retaining the electronic MPN

If the student completes an electronic MPN (eMPN), your school
must maintain the original electronic promissory note, plus a certifica-
tion and other supporting information regarding the creation and main-
tenance of any electronically-signed Perkins Loan promissory note or
Master Promissory Note (MPN) and provide this certification to the De-
partment, upon request, should it be needed to enforce an assigned loan.
Schools and lenders are required to maintain the electronic promissory
note and supporting documentation for at least three years after all loan
obligations evidenced by the note are satisfied.

Using ED-approved MPN and customizing the MPN

You must use the ED-approved MPN. You may not make changes
to, deletions from, or additions to the prescribed language on the MPN.
However, you may delete bracketed text and you may print informa-
tion (name, address, and telephone number) identifying your school in
Section B, Item 6. You may also use appropriate coding (for example, bar
coding to reflect the source, type, or other identification system for filing
or processing) in this area.

You may print bar coding or coding identifiers, such as student
ID number or loan number, in the side or bottom margins to meet the
requirements of your school’s processing systems. You may not print
these coding identifiers on the promissory note in a way that would alter
the general layout of the note. You may also print in the lower margin of
the note a reference to the type, for example: original, student copy, file

copy.

You may adjust the height of the boxes in Sections A and B to meet
the requirements of individual processing systems, as long as the change
doesn’t alter the general format of the form, result in reduced point size,
move text from one page to another, or otherwise change the general pre-
sentation of the form.
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You must print the original and borrower copies of the promissory
notes with black ink on white paper. You may not change the typeface,
point size, and general presentation of the form from the documents
approved by the Department. However, you may print your school’s
identifying information located in Section B, Item 6 in another color to
make your school’s name and address more pronounced. It is preferable
to print the MPN on two sheets of paper, front and back. However, you
may print the MPN on four single-sided pages as well.

Master Promissory Note —
Questions and Answers

Loan amount and payment period
Q. Why are there no boxes for the loan amount and loan period on the MPN?

A. The borrower only signs the MPN once, prior to disbursement of the borrower’s first loan.
Since the MPN can be used as either an annual or multi-year promissory note, it does not contain
specific reference to the dollar amount of the loan to be disbursed, the disbursement dates, or the
enrollment or award period covered by the loan.

Q. If a school chooses to use the MPN on an annual basis, can the school put boxes on the MPN
for the award amount and the loan period?

A. No.The MPN is a federal form approved by the Office of Management and Budget (OMB).
Schools may not add data elements to an OMB-approved form. Schools may only make minimal
modifications to the MPN, as described in Dear Colleague Letter CB-09-05 and elsewhere in this
chapter.

Record retention

Q. Should a school retain a record of the date and amount of each disbursement in the bor-
rower’s file to document that the borrower received the loan?

A. Yes. Since this information is not shown on the MPN, the school should maintain documenta-
tion of the loan amount, award period, and disbursement dates as part of the borrower’s records.
Disbursement records or student account records showing a Perkins Loan credit would serve this
purpose.

Q. Are third party servicers’ records sufficient to satisfy a school’s need to retain supporting re-
cords showing loan amount, award period, and disbursement dates?

A. Unless the servicer is performing loan origination and disbursement functions for the school,
only school records definitively show that the borrower was enrolled, the borrower’s account was
credited from Perkins loan funds, and the date and amount of disbursements. With certain borrower
challenges, third party servicer records may not be sufficient.
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Standards for electronic signatures: Highlights for Perkins eMPNs

Before implementing the eMPN, your school
should review the Standards for Electronic Signa-
tures in Electronic Loan Transactions published in
Dear Colleague Letter GEN-01-06.

The standards are voluntary; however, adher-
ence to the standards will provide your school
some protection should a court find a loan unen-
forceable due to the processing of an electronic
signature or related records.

Why apply these standards?

If your school’s system for processing Perkins
eMPNs adheres to the standards and a court
finds the loan legally unenforceable based solely
on the processing of the electronic signature or
related records, the Department will not con-
sider your school liable for the loan and will not
require your school to reimburse its Perkins Loan
Fund.

If your school’s system for processing Perkins
eMPNs does not adhere to the standards and a
court finds the loan legally unenforceable based
solely on the processing of the electronic signa-
ture or related records, the Department has the
option to require your school to reimburse its
Perkins Loan Fund.

Verify the borrower’s identity. Verify the bor-
rower’s electronic signature.

Collect at least the following identifying in-
formation: name, Social Security number, driver’s
license number, and date of birth. Verify the bor-
rower’s identity by authenticating this data with
an independent source such as a national com-
mercial credit bureau, a commercial data service,
a state motor vehicle agency, or a government
database.

The electronic signature may be a PIN, a pass-
word, another unique credential, a biometric val-
ue unique to the borrower, such as a fingerprint
or retinal pattern, or a signature image. A typed
name must be paired with a pin, password, or
biometric to constitute an electronic signature.

Ensure that the electronic signature is secure.

Get the borrower’s consent. Make sure the
borrower understands.

Obtain consent from the borrower to use an
electronic record. It must be clear that the bor-
rower has consented to use a Perkins eMPNs in
place of a paper MPN. Require the borrower to
confirm that he or she has the necessary hard-
ware and software to view, print, download, or
otherwise complete the electronic signature pro-
cess. Keep a record showing that the borrower
gave this consent prior to electronically signing
the Perkins eMPNs.

Ensure that the borrower understands he or
she is signing a promissory note. The borrower
must click through all terms and conditions of the
Perkins eMPNs and acknowledge that he or she
has read the terms and conditions.

Notify the borrower when his or her electronic
signature is about to be applied to the Perkins

eMPNs. Give the borrower an opportunity to can-
cel the signature process.

After the borrower signs the Perkins eMPNs,
provide the borrower with reasonable access to
the full electronic record of the eMPNs.

Minimum monthly payment option

The optional provision regarding a minimum monthly repayment amount is included as a single, optional sentence at the end of the
repayment paragraph on page 1 of the MPN. You would include this sentence in the MPN if your school is exercising the minimum
monthly payment amount provision. Page 2 of the MPN includes a summary of this provision. If the optional provision is included in
the school’s note, a minimum monthly payment of $40 is required for a loan made on or after October 1, 1992, to a borrower who had
no outstanding balance on a Perkins Loan, NDSL, or Defense Loan on the date the loan was made. (For other borrowers, the monthly
minimum amount remains $30.)
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DISBURSING FEDERAL PERKINS LOAN FUNDS

Pre-disbursement activities

There are several tasks you must complete prior to disbursing Federal
Perkins Loans.

You must have a process for confirming that the student understands
the terms of the loan and accepts the loan by signing the MPN. For more
on active and passive confirmation, see Volume 4.

You must confirm the student’s enrollment status, because a student
who is enrolled less than half time is not eligible for an in-school defer-
ment. Also you should have a system that checks students” enrollment
status periodically throughout an award year, as their status may change
due to withdrawal from classes, expulsion, or unforeseen circumstance.
(See Loans to borrowers enrolled less than halftime later in this chapter.)

Disclosures required prior to first disbursement

Before making the first Perkins Loan disbursement for an award year,
the school must inform the student of his or her rights and responsibili-
ties under the Federal Perkins Loan Program. The school must also re-
mind the student that the loan may be used only for educational expenses
and that the loan must be repaid. The school should also inform the stu-
dent that the school holds the MPN.

The school must disclose all information to the student in writing—as
part of the application material, as part of the promissory note, or on a
separate form. Although the information can be mailed to a student, it is
preferable for the aid administrator to meet with the student to answer
any questions and to emphasize his or her responsibility to repay the
loan.

The school must review all of the repayment terms in the promissory
note. In addition, each year the school must give the following informa-
tion to the student:

. the name and address of the school to which the debt is owed
and the name and address of the official or servicing agent to
whom communications should be sent;

o  the maximum annual and aggregate amounts the student may
borrow;

o the effect that accepting the loan will have on the borrower’s
eligibility for other types of student aid;

«  astatement of the total cumulative balance owed by the student

to that school and an estimate of the monthly payment amount
needed to repay that balance;

«  options the borrower may have for consolidation or refinanc-
ing or cancellation;
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Perkins disbursements

Payment by payment period
34 CFR 674.16(b)

Uneven costs/uneven payments
34 CFR 674.16(c)

Paying prior to student beginning
attendance:
34 CFR 674.16(f)

Reporting Perkins Loans to credit
bureaus:
34 CFR 674.16(h)

Disclosure
34 CFR674.16(a)

Improper Disbursements

Your school is liable for any incorrect
payments made to students due to school
error.
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Collecting additional contact
information
A school should also attempt to collect the
following contact information at the time of
disclosure:
the name, address, and telephone
numbers of the borrower’s parents and
spouse;
the spouse’s employer; and
the names and addresses of two or
three of the student’s personal acquain-
tances.

A school may not require a borrower to pro-
vide this additional contact information as

a condition for receiving a subsequent Per-
kins Loan. However, the additional contact
information gained during loan counseling
could be valuable later for use in collection
procedures or to locate a student who leaves
school without notice or who does not at-
tend the exit interview. This counseling may
not be used to satisfy the requirement for an
exit interview.

Notification of disbursement
You must notify the borrower of each dis-
bursement of a Perkins Loan made under
the MPN. This notification should inform
the borrower of the amount disbursed and
provide the borrower with an opportunity
to cancel the disbursement or cancel the
Perkins Loan.

Disbursing Federal Perkins Loans
34 CFR 674.16(b)(c)(d)(e) & (9)
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o a brief notice about the Department of Defense program for
repaying loans based on certain military service;

« acomplete list of charges connected with making the loan, in-
cluding whether those charges are deducted from the loan or
whether the student must pay them separately; and

« anotice that the school will report the outstanding balance of
the loan to a national credit bureau at least annually.

The school should also update the identification and contact informa-
tion (see sidebar).

Your school must provide the disclosure information annually before
the first disbursement of each Perkins Loan made under the MPN.

Notifications

When a school credits a Perkins Loan disbursement to a borrower’s
account, the school must notify the borrower of the date and amount
of the disbursement, the borrower’s right to cancel all or part of the
disbursement, and the procedures for notifying the institution that the
borrower wishes to cancel the loan or the loan disbursement. The school
must send this notification to the borrower no earlier than 30 days before,
and no later than 30 days after, crediting the borrower’s account.

You will need to retain subsidiary records of disbursements and ad-
justment to ensure that each Perkins Loan is legally enforceable. Actual
disbursement records or student account records would serve this pur-
pose.

Since a change in loan amount will not be reflected on the MPN, the
school should notify the borrower in writing of any increase or decrease.

Disbursing Federal Perkins Loans

During each payment period, you will disburse a portion of the stu-
dent’s total Federal Perkins loan awarded for the academic year. In most
cases, the payment for each payment period will be the following:

Loan Amount

Number of payment periods you expect the student will attend

A school may advance funds within each payment period at such
time and in such amounts as it determines best meets the student’s needs.
If a student incurs an uneven level of expenses or resources and needs
more funds in a certain payment period, you may advance the student a
larger portion of their total Federal Perkins Loan to pay for those uneven
costs or lack of resources. You must document the reason for the unequal
disbursement and maintain that documentation in the student’s file.
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If an educational program does not use terms to measure academic
progress for FSA purposes, the school may not make the second loan dis-
bursement until the student successfully completes the weeks of instructional
time and the credit or clock hours in the payment period. These coursework
completion requirements apply to clock hour and nonterm programs and to
programs with nonstandard terms that are not substantially equal in length.

Loans to borrowers enrolled less than halftime

You can disburse a Federal Perkins loan to a student enrolled less Disbursements to borrowers
than half-time, as long as the student is not enrolled in a program leading ~ enrolled less than half time
to a professional credential as a teacher. A student who is less than half 34CFR67432
time when he or she receives the proceeds of his or her Federal Perkins
loan is not eligible for an in-school deferment. Therefore, the MPN states
that for borrowers enrolled on a less than half-time basis, the borrower’s
repayment period begins at a time that is different than for borrowers
who are enrolled at least half time.

Specifically, the MPN states that for borrowers enrolled on a less than
half-time basis, the borrower’s repayment period begins:

1. if the borrower has a Federal Perkins Loan in repayment, on the
date of the next scheduled installment payment of that loan; or
2. if the borrower has no outstanding loan, at the earlier of -
* nine months from the date the loan was made; or
» the end of a nine-month period that began on the date
the borrower ceased to be enrolled as at least a half-
time regular student and includes the date the loan
was made.

Credit bureau reporting

You must report each Federal Perkins loan to at least one of the three ~ Credit bureau reporting
national credit bureaus (see sidebar) with which the Department has an 34 CFR674.16(h)
agreement or to a local credit bureau that is affiliated with one of those
three credit bureaus. The following information must be reported:

National credit bureaus
TransUnion Corporation (1-800-888-4213)

«  repayment information and collection of the loan until the loan ~ Experian (1-888-397-3742)

. the amount and date of each disbursement;

« the date the loan was repaid, canceled, or discharged for any
reason.

Any changes to information previously reported on a loan must be
reported to the same credit bureau(s) to which the information was origi-
nally reported.

FSA HB June 2012 —6_91



Volume 6 — Managing Campus-Based Programs, 2012-2013

Return of funds
34 CFR 674.16(f)
34 CFR 668.22

Coordinating official
34 CFR 668.16(b)(1)

6-92

Post-disbursement NSLDS reporting

After a Federal Perkins Loan disbursement has been made, schools
with active Federal Perkins Loans (including National Direct Student
Loans, National Defense Student Loans, and Income Contingent Loans)
are required to report new loans or updated data on existing loans to
NSLDS once a month on a schedule established by ED.

Data providers must meet all NSLDS reporting requirements as de-
tailed in the NSLDS Federal Perkins Data Provider Instructions
(Version 4) at

http://ifap.ed.gov/nsldsmaterials/attachments/102307Perkins DPIV4.pdf”
Return of funds

There are circumstances under which you must return funds to the
Department’s Federal Perkins Loan Fund

A student who withdraws before beginning attendance is not entitled
to any FSA program funds. Though ED’s regulations allow a school to
credit a student’s accounts before the first day of classes, schools have a fi-
duciary responsibility to safeguard federal funds. Therefore, if your school
disburses Federal Perkins funds to a student before the start of classes and
the student fails to begin attendance, the school will have to return the

funds.

If a student who begins classes officially or unofficially withdraws or
is administratively withdrawn by the school before completing the period
for which the student received Federal Perkins funds, you will have to
perform a Return calculation as described in Volume 5 in order to deter-
mine whether or not you must put money back in your Federal Perkins

fund.

When a student ceases to be enrolled at least half time

Required coordination process - When a student ceases to be en-
rolled at least half time, he or she immediately enters grace or repayment
as described previously under Loans to borrowers enrolled less than half
time. Your school must have a process for coordinating between the of-
fice that tracks enrollment status, the financial aid office, and the office
that manages or coordinates the servicing of your Federal Perkins Loan
portfolio.

You must have a coordinating official who is responsible for ensur-
ing that such information is shared among the offices that need it. For
example, the office that tracks enrollment status must alert the coordinat-
ing official when a student’s enrollment status drops below half time. The
coordinating official then notifies the financial aid and business office. For
a more detailed discussion of the coordinating official, see Volume 2.
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Subsequent disclosures and notifications

Schools must provide loan amount and loan period information to
the borrower through a means other than the MPN. Schools may provide
this information in any number of formats, such as award letters or other
written notifications and disclosures that schools are required to provide
to the borrower.

Each Perkins Loan received under an MPN is a separate and distinct
loan. The disclosure information must be provided to the borrower an-
nually, before the first disbursement of each new Perkins Loan awarded
under the MPN. The disclosure information must include a statement of
the total cumulative balance owed by the borrower to the school and an
estimate of the monthly payment amount needed to repay the balance.

In the case of a borrower who makes payments on the loan while still in
school, the statement of cumulative balance owed by the borrower should
be adjusted to reflect those payments.

RECOMMENDED ENTRANCE COUNSELING

Schools making Perkins loans are not required to conduct entrance
counseling. However, entrance counseling can help increase student
financial literacy and reduce defaults. Suggested topics for inclusion in
entrance counseling are:

«  Emphasize to the borrower the seriousness and importance
of the repayment obligation the borrower is assuming by
signing the MPN and accepting a Federal Perkins Loan.

o Review the terms and conditions of the loan, including the
current interest rate, the applicable grace period, and the
approximate date the first installment payment will be due.
Often a student loan is the borrower’s first experience in
obtaining a loan of any kind, so it helps to clearly explain ba-
sic loan terminology to ensure the borrower understands the
process and knows who holds his or her loan. For example, you
should define such terms as loan servicer (a corporation that
administers and collects loan payments for the loan holder)
and the use of contractors that may service the loan.

o Stress that repayment is required regardless of educational
outcome or subsequent employment or lack thereof. You must
explain that the student borrower is obligated to repay the full
loan even if he/she doesn't finish the program, can't get a job
after graduating, or is dissatisfied with the school’s educational
program or other services.

o Review Borrower’s Rights and Responsibilities. The student
must receive a statement of your school’s Borrower’s Rights
and Responsibilities.(BRR) (See the sample BRR following Exit
Counseling later in this chapter.)

FSA HB June 2012

4 Providing Repayment )
Information

Your school must disclose the following in-
formation in a written statement provided
to the borrower either shortly before the
borrower ceases at least half-time study
at your school or during exit counseling. If
the borrower enters the repayment period
without the institution’s knowledge, your
school must provide the required disclo-
sures to the borrower in writing immedi-
ately upon discovering that the borrower
has entered the repayment period. The
repayment information must include:

the name and address of the school to

which the debt is owed and the name

and address of the official or servicing

agent to whom communications should

be sent;

the name and address of the party to

which payments should be sent;

the current balance owed by the bor-

rower;

the stated interest rate on the loan;

the total interest charges the borrower

will pay on the loan pursuant to the pro-

jected repayment schedule;

the total amount the borrower will

repay if the borrower follows the repay-

ment schedule provided;

the date on which the repayment period

is scheduled to begin;

a repayment schedule for all loans

covered by the disclosure including the

date the first installment payment is

due, and the number, amount, and fre-

quency of required payments;

remind them (as explained in exit

counseling) of the available repayment

options (including special options for

forbearance, deferment, consolidation,

and refinancing);

remind them of the consequences of

consolidating a Federal Perkins Loan;

a statement that the borrower has the

right to prepay all or part of the loan at

any time without penalty;

a description of the charges imposed for

failure of the borrower to pay all or part

of an installment when due; and

a description of any charges that may be

imposed as a consequence of default,

such as liability for expenses reasonably

incurred in attempts by the Department

or the school to collect on the loan.

\__ 34 CFR674.42(a) Y,
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o Describe the consequences of default, including adverse
credit reports, federal offset program, and litigation. We also
recommend that you tell the borrower of the charges that
might be imposed for delinquency or default, such as the
school’s collection expenses, late charges, and attorney’s fees.
Defaulters often find that repayment schedules for loans that
have been accelerated are more stringent that the original
repayment schedule. A defaulter is no longer eligible for any
deferment provisions, even if he or she would otherwise
qualify. Finally, a defaulter’s federal and state tax refunds may
be seized and wages garnished, and the borrower loses
eligibility for any further funding from the FSA programs.

o  Explain the effect of accepting the loan on the eligibility of
the borrower for other forms of student assistance. There are
program-specific rules for this and you may wish to coordinate
with your school’s financial aid office.

o  Explain the use of the Master Promissory Note, the use of the
multi-year feature of the MPN, and the borrower confirmation
process (including the possibility of passive confirmation in
subsequent award years, if applicable). You should advise stu-
dents to carefully read the MPN and the Borrower’s Rights and
Responsibilities statement before signing the MPN. In addi-
tion, you should inform borrowers of their right to sign a new
promissory note for each loan and to opt out of the multi-year
feature of the MPN.

o  Inform the borrower of the availability of FSA loan informa-
tion in the National Student Loan Data System (NSLDS).

o  Discuss how to manage expenses (budgeting). Include
general information for the student about budgeting of living
expenses and personal financial management. Financial plan-
ning includes decisions by the borrower about the amount that
he or she can afford to borrow. Budgeting information can be
combined with an assessment of the student’s earning poten-
tial in his or her chosen career and with required information
about anticipated monthly payments and overall indebtedness.

o Reinforce the importance of communicating all changes of
status, etc., to the school. Counseling should stress the
student’s obligation to keep the Financial Aid and Business
offices informed about address changes, or changes in enroll-
ment. (Failure to tell borrowers about their responsibility to
keep the school informed is one of the most common reasons
why a loan goes into default.) The student should also be
reminded of the importance of notifying the school in the
event of a name change (including the change of a last name
through marriage) or a change in Social Security number.
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o Describe the school’s refund policy and other policies
affecting withdrawals. The borrower should be made aware of
the school’s satisfactory academic progress policy and refund
policy and how the return of FSA funds will affect loan repay-
ment.

o  Emphasize the importance of keeping loan records. This
would be a good time, if your school has the resources, to pro-
vide a student with a folder or other aids to encourage him or
her to keep all financial aid materials in one place. The student
should keep copies of all records relating to the loan, beginning
with the Master Promissory Note and notices showing when
the student received loan payments or his or her account was
credited. The student should keep any loan repayment sched-
ules provided by the school as well as records of loan payments
—including canceled checks and money order receipts. The
student should keep copies of any requests for deferment or
forbearance, or any other correspondence with the school.

o Inform the student of the exit counseling requirement. Be-
cause many students leave school before the scheduled end of
their academic programs, it’s helpful to remind students during
entrance counseling that they are obligated to attend exit coun-
seling before they cease to be enrolled at least half time.

Entrance counseling overview

Before a borrower takes out a loan, you must make certain disclosures to the student. You can
elect to conduct a thorough entrance interview or counseling session with borrowers. Entrance in-
terviews may be conducted individually or in a group with other borrowers. Entrance interviews are

important because new students often have little or no experience with loan repayment or managing
debt.

If you choose to conduct entrance counseling rather than merely providing the required informa-
tion, the session may be given by a consultant or servicer or conducted online. If the information/
materials are provided electronically, you'll need to make sure that the student receives written mate-
rials for any required information that is not provided in the electronic presentation. It is also helpful
if someone with expertise in the FSA programs is available shortly after the interview or session to an-
swer borrowers’ questions about those programs.

You have an opportunity at the time of each disbursement to remind students about the impor-
tance of satisfactory academic progress (see the Federal Student Aid Handbook, Volume 1 - Student
Eligibility), planning for future employment, and staying in touch with the office responsible for
managing your school’s Federal Perkins portfolio.

If your staff are conducting in-person counseling session, charts, handouts, audiovisual materials,
and question-and-answer sessions can help convey the information in a more dynamic manner. We
also recommend the use of written tests. Regardless of the methods your school uses to disclose the
required information , you must be sure to document that the student received it.
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Exit counseling requirements
34 CFR 674.42(b)
HEA section 485(b)(1)(A)

/Information on consolidating
Perkins Loans

During exit counseling a school must also
include information on the consequences
of consolidating a Perkins Loan, including:

the effects of the consolidation on total

interest to be paid, fees, and length of
repayment;
the effect on a borrower’s underlying

loan benefits, which includes grace peri-
ods, loan forgiveness, cancellation, and

deferment;
the option the borrower has to prepay

the loan or to change repayment plans;

and
that borrower benefit programs may
vary depending on the lender.

- J

\
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EXIT COUNSELING

Schools making Perkins loans are required to conduct exit counsel-
ing. As with entrance counseling, it is helpful if someone with expertise in
the FSA programs is available shortly after the counseling to answer
borrowers’ questions about those programs.

If you elect to conduct exit counseling through interactive electronic
means, the school must take reasonable steps to ensure that each student
borrower receives the required materials, and participates in and com-
pletes the exit counseling. Some of the material presented at the entrance
counseling session will again be presented during exit counseling. The
suggested emphasis for exit counseling shifts, however, to more specific
information about loan repayment and debt-management strategies.

Required elements of exit counseling

o Review terms and conditions of the loan including the
current interest rate, the applicable grace period, and the
approximate date the first installment payment will be due.

o Inform the student as to the average anticipated monthly
repayment amount based on the student’s indebtedness or
on the average indebtedness of students who have obtained
Federal Perkins loans for attendance at the school or in the
borrower’s program of study. We recommend giving the bor-
rower a sample loan repayment schedule based on his or her
total indebtedness. A loan repayment schedule usually will
provide more information than just the expected monthly
payment—for instance, it would show the varying monthly
amounts expected in a graduated repayment plan.

o Suggest to the borrower debt-management strategies that
would facilitate repayment. Stress the importance of devel-
oping a realistic budget based on the student’s minimum salary
requirements. It’s helpful to have the student compare these
costs with the estimated monthly loan payments, and to
emphasize that the loan payment is a fixed cost, like rent or
utilities.

+  Emphasize to the borrower the seriousness and importance
of the repayment obligation the borrower is assuming.

o  Provide a general description of the types of tax benefits that
might be available to borrowers.

o Review the opportunity for and effects of loan consolidation.

o  Explain options the borrower has to change repayment
plans.

o  Explain the use of an MPN.
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«  Explain options the borrower has to prepay each loan or pay
each loan on a compressed schedule.

o  Provide information on forbearance provisions and a general
description of terms and conditions under which the borrower
may defer repayment of principal or interest or be granted an
extension of the repayment period.

e  Provide information on loan forgiveness and cancellation
and the conditions under which the borrower may obtain full
or partial forgiveness or cancellation of principal and interest.

o Describe the consequences of default, including adverse cred-
it reports, federal offset, and litigation. We also recommend
that you tell the borrower of the charges that might be imposed
for delinquency or default such as the school’s collection ex-
penses, late charges, and attorney’s fees. Defaulters often find
that repayment schedules for loans that have been accelerated
are more stringent than the original repayment schedule. A de-
faulter is no longer eligible for any deferment provisions, even
if he or she would otherwise qualify. Finally, a defaulter’s fed-
eral and state tax refunds may be seized and wages garnished,
and the borrower loses eligibility for any further funding from
the FSA programs.

o  Emphasize that the borrower is obligated to repay the full
amount of the loan even if the borrower has not completed
the program, is unable to obtain employment upon comple-
tion, or is otherwise dissatisfied with or does not receive the
educational or other services that the borrower purchased from
the school.

o Require the borrower to provide current information con-
cerning name, address, Social Security number, references, and
driver’s license number; and the borrower’s expected perma-
nent address, the address of the borrower’s next of kin, and the
name and address of the borrower’s expected employer.

. Remind the borrower that, in a timely manner, he or she
must inform the school of any changes to the aforemen-
tioned information.

o Remind the borrower of the existence and purpose of the
Student Loan Ombudsman’s office. The Ombudsman’s office
is a resource for borrowers when other approaches to resolving
student loan problems have failed.

o  Inform the borrower of the availability of FSA loan informa-
tion in the National Student Loan Data System (NSLDS).
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Sample Summary of the Rights and Responsibilities
as a Federal Perkins Loan Borrower

This is only a summary of your rights and responsibilities. For more detailed information,
consult your Federal Perkins Loan promissory note or the holder of your loan.

You have the right to cancel all or part of your
Federal Perkins Loan.

You have the right to receive a statement of
your account upon request.

You have the right to prepay all or part of
your loan without any penalty.

If your Federal Perkins Loan is placed in deferment,
you will not have to make payments, and interest will

not accrue.

You have the right to forbearance—a temporary cessa-
tion of payments, an extension of the time for making
payments, or temporarily making smaller payments
than were previously scheduled under certain health-
related or financial circumstances. You also have the

If you graduate or leave school, or if your en-
rollment drops below half time, you have the
right to a nine-month grace period before
beginning repayment of your Federal Perkins
Loan.

You have the right to defer payments on your
Federal Perkins Loan if you are attending an
eligible postsecondary school as at least a
half-time student, and in some cases if you
are -

. participating in a rehabilitation train-
ing program;

* enrolled and attending graduate
school;

. participating in an internship or resi-
dency program in dentistry;

»  seeking but unable to find full-time
employment;

. experiencing economic hardship;
*  serving in the Peace Corps;

e arereceiving payment from a federal
or state public assistance program;

«  performing qualifying military service,
or
»  arerepaying federal education loans

that exceed or for which the payments
exceed certain specified amounts.

right to have part or all of your loan cancelled for —

Summary of Federal Perkins Loan Borrowers Rights and Responsibilities, page 1

death or total and permanent disability;

full-time employment in the Head Start
Program or full-time staff member in a child
care or pre-Kindergarten program;

full-time employment as a teacher in an
elementary school serving low-income
students;

full-time teaching as a special education
teacher;

full-time teaching of certain academic
subjects in which there are teacher shortages;

full-time employment as a nurse or medical
technician;

full-time employment in a public or nonprofit
child or family service agency;

full-time service as a qualified professional
provider of early intervention services;

full-time employment as a law enforcement
or corrections officer or firefighter;

military service in a hostile fire/imminent
danger area;

full-time employment as a librarian with a mas-
ter's degree or speech language pathologist
with a master’s degree;

full-time employment as a faculty member in a
tribal college; or

full-time employment as a federal public de-
fender or federal community defender.
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Sample Summary of the Rights and Responsibilities
as a Federal Perkins Loan Borrower, contd.

This is only a summary of your rights and responsibilities. For more detailed information,
consult your Federal Perkins Loan promissory note or the holder of your loan.

You are responsible for using the proceeds of
your Federal Perkins Loan only to pay autho-
rized educational expenses.

You are responsible for repaying the full
amount of you Federal Perkins Loan even if
you —

* do not complete the program;

»  are unable to obtain employment
upon completion; or

e are dissatisfied with the program or
other services you purchased from the
school.

Repayment begins the day after your nine
month grace period ends.

You are responsible for notifying the financial
aid office if you-

* change your local address, permanent
address, or telephone number;

*  change your name (for example, maid-
en name to married name);

* donot enroll at least half-time for the
loan period certified by the school;

» do not enroll at the school that deter-
mined you were eligible to receive the
loan;

»  stop attending school or drop below
half-time enrollment;

. transfer from one school to another
school; or

e  graduate.

Summary of Federal Perkins Loan Borrowers Rights and Responsibilities, page 2

You are also responsible for notifying the financial aid
office if you-

*  change your employer, or your employer’s
address or telephone number changes, or

. have any other change in status that would
affect your loan (for example, if you received
a deferment while you were unemployed but
you have found a job and therefore no longer
meet the eligibility requirements for the
deferment).

You are responsible for obtaining, completing, and
returning to the school for processing any forms
required to apply for forbearance, deferment, or
cancellation benefits.

You are responsible for notifying the school before the
due date of any payment that you cannot remit.

You are responsible for making payments on time
even if you do not receive a billing statement.

You may contact the school by writing to us at
School Name
Business Office
Building, Name, Room Number
City, State Zip
by calling us at
(555) 666-1234

by sending an e-mail to

PerkinsRepayment@ZCC.edu
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Reimbursement for

overpayments or default
34 CFR674.13(a)(2) & (c)

PERKINS REIMBURSEMENT AND ASSIGNMENT

Reimbursement of the Perkins Fund

The Department may require your school to reimburse its Perkins
Loan Fund for any outstanding balance on an overpayment or a defaulted
loan for which your school failed to record or retain the promissory note,
record disbursements, or exercise due diligence. Your school must also
reimburse the Perkins Loan Fund for the amount of the administrative
cost allowance claimed on any reimbursed portion of a loan.

You do not have to reimburse the Perkins Loan Fund if your school
can recover the defaulted loan or show the Department that the borrower
would not have paid the loan even if your school properly exercised due
diligence. Also, you should not reimburse the Perkins Loan Fund for
loans on which your school obtains a judgment.

INTERNAL CONTROLS IN THE FEDERAL PERKINS
LOAN PROGRAM - RECONCILIATION, FISCAL AND
PROGRAM RECORDS

Your school must reconcile, at least monthly, your Federal Perkins
Loan draws recorded in G5 to the funds received in the bank account
your school has designated to receive electronic transfers. You must also
reconcile monthly the amount drawn down and received to the amounts
disbursed to students or returned to ED, and explain all discrepancies.

In addition, you should examine your Federal Perkins Loan program
and fiscal records at the start of the year and monthly.

o Do all funds paid directly by students, collected by third-party
servicers, received for loans cancelled, and received as interest
flow into your Federal Perkins Loan Bank Account, and are
they reflected on your Asset Account, Cash - Federal Perkins
Loan?

o IfED provides an FCC, do you ensure that you only request
FCC funds if the total of disbursements you anticipate making
exceeds the balance in your Federal Perkins Loan Bank
Account and reflected on your Asset Account Cash, Federal
Perkins Loan (cash on hand and available for lending)?

o IfED provides an FCC, is your ICC consistently deposited at
the same time you receive your FCC? (A school may deposit
ICC into its Perkins Fund Loan at any time for the purposes of
meeting its lending needs.)
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6-100



Chapter 3 — Participating in and Making Loans in the Perkins Loan Program

o Regardless of whether a school receives an FCC, it must return
any excess liquid capital (the amount by which its cash from all
sources for the award year significantly exceeds the year’s total
expenditures). Do you have a system that ensures the cash on
hand in your Perkins account at the end of the award year is
kept to a reasonable minimum?

WHEN ONE OF YOUR SCHOOL'S
FEDERAL PERKINS LOANS IS CONSOLIDATED

If a student with an outstanding Federal Perkins loan from your LVC
school applies to have that loan consolidated, the Direct Loan Consol- 34 CFR 685.220()(1)(i)
idation Center (DLCS) will send you a Loan Verification Certificate DCL FP-04-02

(LVC). You have 10 days from the date of receipt to complete the LVC
and return it to DLCS. You are not required to provide the requested loan
information if there is a judgment against the borrower on the loan that
the borrower wants to consolidate.

If DLCS makes the consolidation loan, you will receive the amount
you indicated on the LVC plus some interest. You must deposit the funds
in the account holding your Federal Perkins revolving fund, record the
deposit in the appropriate ledgers (and contra accounts), and report the
payment on your FISAP.

If the amount you receive from DLCS Is more than what is owed
on the loan you must return the overpayment to DLCS. You may not
distribute any funds to the borrower. If the amount you receive is less
than what is owed on the loan you must request the underpayment from
DLCS. You may not bill the student. (34 CFR 685.220(f) (iii) (4)).
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.

qa school is closing and wishes to provide
an orderly withdrawal from the Perkins
Loan Program, these procedures may be
followed in conjunction with the guidance
provided by the Department of Education’s
School Participation Team at:

http://ifap.ed.gov/ifap/helpCon-
tactinformationDetailedList.
jsp?contactname=School%20Participa-
tion%20Teams

J

Contact Information

If you have questions about liquidating
your loan portfolio or assigning loans to
ED, contact the Campus-Based Call Center
at 877-801-7168. Customer service repre-
sentatives are available Monday through
Friday from 8:00 a.m. until 8:00 p.m. (ET).
You may also e-mail CBFOB@ed.gov.

ENDING YOUR SCHOOL'S PARTICIPATION IN
THE PERKINS LOAN PROGRAM

A school must liquidate its Perkins Loan portfolio when:

o the school voluntarily withdraws from the Perkins Loan Pro-
gram,

o  the school is no longer advancing Perkins Loan funds to stu-
dents, or

o the schools participation is terminated by the Department due
to loss of eligibility or revocation of a provisional certification.

For complete coverage of Perkins liquidation procedures see the
attachment titled “Federal Perkins Loan Liquidation Procedures” in
an Electronic Announcement of 2011-08-05.
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4 )
Eight Steps for Schools Ending Participation

in the Federal Perkins Loan Program

(for complete instructions see Electronic Announcement 2011-08-05)
Step 1. Notify the Department of Education of Intent to Liquidate

A school must notify the Department of Education (the Department) of its intent to liquidate its
Federal Perkins Loan portfolio by written notification.

Written Notification: A school must notify the Department of its intent to liquidate by sending a
letter to:

Federal Perkins Loan Program Liquidation
Grants & Campus-Based Division

U.S. Department of Education

Union Center Plaza

830 First Street, NE, Room 63C1
Washington, DC 20202

Alternatively, the Department will accept an e-mail as written notification. The e-mail must be sent
by an authorized official of the school, such as the Financial Aid Administrator or President to:
perkinsliquid@ed.gov

Step 2. Assign Loans to the Department of Education

When a school liquidates its Perkins portfolio, it must assign the remaining loans with outstanding
balances to the Department for collection. The school must inform servicers involved in billing or
collection activities to return outstanding accounts to the school so that it can begin the loan assign-
ment process, which results in the Department becoming the holder of the loan. The school must
submit a completed Perkins Assignment Form (OMB Form 1845-0048) with each outstanding Perkins,
National Direct Student Loan (NDSL), and Defense Loan. Using Departmental student data and FISAP
data, the Department will work with the school to reconcile any discrepancies between what it re-
ports and what we have on file. The total amount of loans we have in our records must match what is
reported by the school on the FISAP.

Step 3. Initiate Independent Perkins Program Audit

The regulations (34 CFR 668.26) require a school to submit a letter of engagement for an indepen-
dent audit of all funds that the school received under the program to the Secretary within 45 days
after the school’s participation ends. The results of the independent audit must be submitted to the
Secretary within 45 days after the date of the engagement letter with the audit firm.

- J
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/
Step 4. Continue Reporting to NSLDS

A school must complete its NSLDS reporting requirements in accordance with the instructions in

the NSLDS Enrollment Reporting Guide posted September 9, 2008, and Perkins Data Provider
Instructions dated October 23, 2007. NSLDS reporting must continue until all of a school’s outstand-
ing Federal Perkins Loans are fully retired, accepted for assignment by the Department, or purchased
by the school.

Step 5. Return the Federal Capital Contribution to the Department of Education as
Determined by the Independent Audit and Verified by the Department

The final capital distribution from a school’s Federal Perkins Loan revolving fund must be made in
accordance with Title IV, Part C, Section 466(c) of the Higher Education Act of 1965, as amended
(HEA). This section requires a school to return the federal share of a school’s Federal Perkins Loan re-
volving fund to the Department as calculated and verified by the Independent Perkins Program Audit
and again verified by the Department (See Step 3).

Step 6. File a Final FISAP

Step 7. Reconcile FISAP Data with Department of Education

Step 8. Receive Official Liquidation Completion Letter from the Department of Education
Once the liquidation requirements are satisfied, a letter of approval will be sent to your school from
the Department’s Grants and Campus Based Division. Your school must receive this letter, which will
confirm completion of the liquidation process. Please refer to the attachment titled “Federal Perkins

Loan Assignment Procedures” in an Electronic Announcement of 08-05-2011 for additional steps
\ you must take. )

Assignment of Perkins Loans to the Department
Assignment of loans
34 CFR674.50 Schools may assign defaulted loans to the Department at any time

during the program year. All loans that a school assigns to the
Department are assigned without recompense. The Department will not
reimburse the school’s Federal Perkins Loan Fund for the loans, and all
rights, authorities and privileges associated with the loan are transferred
to the United States. The school is relieved of incurring additional
expenses in attempting to collect on the loan. Any funds collected by the
Department on these loans are the property of the United States.

Note: Assignment of defaulted loans will not affect the calculation
of the school’s Perkins Loan cohort default rate.

The Department recognizes that a school may have exhausted all of
its available collection options on some of its defaulted Perkins loans and
encourages schools to assign these loans to the Department so additional
steps can be taken to recover the loan funds. The Department has collec-
tion tools that are not available to schools, such as administrative wage
garnishment, Treasury offset, and litigation by the Department of Justice.
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Perkins Loans may be assigned to the Department when a school:

«  chooses to assign defaulted Perkins loans after due diligence
has still resulted in default,

o  assigns aloan to the Department after making an initial
determination of borrower eligibility for a total and permanent
disability discharge, and

o  isliquidating its Perkins Loan portfolio and assigns both
defaulted and non-defaulted loans to the Department.

For complete coverage of Perkins Assignment procedures see the
attachment, titled “Federal Perkins Loan Assignment Procedures” in
an Electronic Announcement of 08-05-2011.

Submission period deadline

Schools participating in the Federal Perkins Loan Program may
submit assignment packages to the Department at any time during the
processing year (the processing year runs from July 1 of one calendar
year through June 30 of the next calendar year; for example, July 1,
2011—June 30, 2012). However, to avoid delays and facilitate the FISAP
reporting process, any assignment submission or resubmission mailed by
a school between June 21 and June 30 must have a postdated certification
date of July 1 of the following processing year, with interest due for the
assigned loan(s) calculated through that July 1.

Submission documentation

The loan period for a Perkins/NDSL loan may not exceed one year.
If a borrower attends a school for more than one academic year, and
receives a Perkins/NDSL loan for each of those years, the borrower has
received a separate Perkins/NDSL loan for each year of attendance. Sepa-
rate loans may only be bundled together into one account for assignment
if they have been reported to NSLDS as one loan. Do not bundle the loans
if they have been reported individually to NSLDS. A school is required to
submit the documentation for any loan that is submitted for assignment.

FSA HB June 2012

Questions about assignment
processing

Questions regarding the assignment process
as it pertains to the rest of the student
financial aid award process, or questions
concerning the management of student
loans not assigned to the Department should
be directed either in writing or by phone to
the School Participation Team serving your
region.

More specific questions pertaining to the
procedures for assignment of accounts set
forth in this letter, or pertaining to the status
of your assignment submissions, or pertain-
ing to the correction of rejected submissions,
can be directed to the Processing Division,
Perkins Loan Assignments at

415-486-5677.

Written inquiries should be mailed to:

Federal Student Aid

U.S. Department of Education Operation
Services

Processing Division

Perkins Loan Assignments

50 Beale Street, Suite 8601

San Francisco, CA 94105-1813

4 Required Assignment A
Documents Include

1. Submission Package Manifest

2. Perkins Assignment Form

3. Original Promissory Note and Certifica-
tion/Audit of E-Signature Process

4. Judgment Information (If Applicable)

Bankruptcy Information (If Applicable)

6. Due Diligence Documentation (If ap-
plicable)

o

and the following optional information:

Disbursement Records

Repayment Schedule

Complete Repayment History
Acceleration Notice

Documentation of Recall

Approved Cancellation Documentation
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Notification to borrowers of assigned loans

A school must notify borrowers of the pending assignment of their
loan(s) to the Department. Such notification should take place at least 90
days prior to assignment of the loan. Occasionally, this notification results
in payments from borrowers who have been unwilling to make payments
in the past.

Any payments received by the school or its servicer after the certifica-
tion date on the Perkins Assignment Form become the property of the
Department, unless the Department rejects that account.

Borrowers seeking to make repayment after acceptance by the
Department of their assigned loans should be referred to the Depart-
ment’s Customer Service Center.

U.S. Department of Education
P.O. Box 5609
Greenville, TX 75403-5609

Tel.: 800-621-3115

Do not refer borrowers to the Processing division in San Francisco.

Payments from borrowers received after assignment

Payments from a borrower received by a school or its servicer after
the borrower’s account has been submitted to and accepted by the
Department for assignment should be forwarded, as soon as possible, to:

National Payment Center
P.O. Box 105028 - Perkins Loan (NDSL)
Atlanta, GA 30348-5028

Each payment submission must clearly identify the borrower’s full
name, Social Security number, and the type of loan to which the payment
is to be applied.

Once an account is submitted for assignment, it becomes the prop-
erty of the Department and will only be returned to the institution for
deficiencies related to its submission. Therefore, an institution should not
contact ED to request the return of a submission because a borrower has
made a payment to the institution.
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6-106



Chapter 3 — Participating in and Making Loans in the Perkins Loan Program

Payment received after account has been submitted, not
yet assigned

If payments are received on accounts that have been submitted to
the Department for assignment but have not yet been accepted by the
Department, the school should deposit the funds immediately and await
official notification of acceptance. Upon acceptance of the account, the
institution must issue a check to the Department, including the borrower
and loan information noted previously.

Collection fees

Any collection agency fees that are deducted from payments received
after account submission to the Department are the sole responsibility of
the institution and may not be charged to the Federal Perkins Program
Loan Fund. The entire borrower payment must be forwarded to the
Department.

Perkins recordkeeping

Perkins Loan records a school must maintain include but are not
limited to:

o documentation of each student’s eligibility for a Perkins Loan,
o the promissory note,

«  documentation of the amount of a Perkins Loan, its payment
period, and the calculations used to determine the amount of
the loan,

. documentation of the date and amount of each disbursement
of Perkins Loan funds, and

«  information collected at initial and exit loan counseling re-
quired by Perkins Loan regulations.

You must maintain a copy of the promissory note signed by the stu-
dent. When the borrower has fully repaid the Perkins Loan, your school
must either notify the borrower in writing or mark the original note “paid
in full” and return to the borrower. Your school must keep the original
or a copy of the promissory note for at least three years after the date the
loan was paid in full.

If your school uses an electronic Perkins promissory note, it must
maintain an affidavit or certification regarding creation and maintenance
of the electronic note, including its authentication and signature pro-
cesses.

FSA HB June 2012 I EEEEEEE——————

6-107



Volume 6 — Managing Campus-Based Programs, 2012-2013

Sample certification statement

If the original promissory note is released
for the purpose of enforcing repayment, the
school must keep a certified true copy. To
qualify as a certified true copy, a photocopy
(front and back) of the original promissory
note must bear a certification statement
signed by the appropriate school official.
The following text can be used as the certifi-
cation statement on a certified true copy of
a Perkins promissory note.

CERTIFIED TRUE COPY: | declare under pen-
alty of perjury that the foregoing is a true
and correct copy of the original promissory
note.

Signature:
Title:
Date:

For each Perkins Loan borrower, a school must also maintain a re-
payment history that shows:

the date and amount of each repayment during the life of the
loan;

the amount of each repayment credited to principal, interest,
collection costs, and either penalty or late charges;

the date, nature, and result of each contact with the borrower
(or endorser for loans made prior to July 23, 1992) in the col-
lection of an overdue loan; and

copies of all correspondence to or from the borrower (and en-
dorser for loans made prior to July 23, 1992), except for bills,
routine overdue notices, and routine form letters (demand let-
ters, notices of intent to accelerate, and the like are not consid-
ered to be routine form letters).
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